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ABSTRACT 

 
This thesis examines the association between localized minimum wages and the unemployment 

rate. It focuses on the county-level unemployment rate and minimum wages set by local 

municipalities. We examine data from 2010 through 2017 for 35 cities that have set minimum 

wages higher than the state or federally mandated level across the states of Arizona, California, 

Minnesota, and New York. We created a panel data set using information from the Federal 

Reserve of St. Louis website and the Area Health Resource File. We estimated panel data models 

to assess the potential impact of locally set minimum wages on local unemployment rates. We 

found a negative association between local unemployment rates and locally set minimum wages 

that are higher than the ones set by the state or federal authorities. Our results suggest that 

policymakers may need to put more weight on local demographic and economic indicators when 

setting a generalized state and/or federal level minimum wage. 
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CHAPTER 1. INTRODUCTION 

 

New Zealand was the first country to set a minimum wage in 1894. 1Several countries followed 

suit over the next few years, but the U.S. did not implement a Federal minimum wage until 1938. 

In 1938, Franklin Delano Roosevelt set a federal minimum wage at 25 cents per hour, which is 

the equivalent of about 4 dollars today. It was introduced as part of a piece of legislation called 

the Fair Labor Standards Act, which also had provisions for youth employment standards, 

overtime pay, recordkeeping, and standards for government employees.2 

The minimum wage was originally not intended to rise with inflation. It was made so that 

Congress had to act if they wanted to increase the minimum wage. Since 1938, minimum wage 

increases have been fairly steady. The last time that the minimum wage was raised was in July 

2009, when it moved from 6 dollars and 55 cents an hour to 7 dollars and 25 cents an hour. It is 

important to note that the minimum wage has averaged at around 60 percent of the poverty line 

for the last 30 years.2 

As of 2019, there are only 5 U.S. states that have not set their own minimum wage laws. 

Alabama, Louisiana, Mississippi, South Carolina, and Tennessee have not taken measures to 

increase the minimum wage beyond the federally mandated level. If states do not set a minimum 

wage that is higher than the federal minimum wage, they are held to the federal standard. 

Arkansas, Georgia, Minnesota, and Wyoming actually have minimum wages that are set below 

the current level of 7 dollars and 25 cents per hour, which means that they are held to the federal 

standard as well (Brainerd 2020). 

 
1 https://teara.govt.nz/en/strikes-and-labour-disputes/page-3 
2 https://crsreports.congress.gov/product/pdf/IF/IF11282 



 2 

A common purpose of minimum wages is the support of low-wage workers to fight 

poverty (Belser and Rani 2015). Minimum wages have also been used to correct imperfections in 

the labor market, but this is not typical (Boal and Ransom 1997). There are concerns that 

minimum wage policies have very different effects under different market conditions. Minimum 

wages may create more difficulty for low-skilled workers in developing countries by 

informalizing the labor market, and there are questions as to whether minimum wages have 

positive effects in monopsonistic markets (Danziger 2010). Minimum wage ordinances clearly 

affect much more than just the low-skilled workers that are directly and immediately impacted 

by them. That is why there is so much effort concentrated on finding effective ways to measure 

the employment effects of minimum wages.  

It is important to understand the characteristics of those who are directly affected by 

minimum wage policies when designing minimum wage policies. 1.5 million workers aged 16 

years and over earned the federal minimum wage of 7 dollars and 25 cents an hour in 2013. 

There were also 1.8 million workers who earned less than the federal minimum wage in 2013. 

These two groups of workers made up about 4 percent of hourly paid workers in the U.S. in 

2013. Half of all minimum wage workers are 25 years old or younger, and around 20 percent of 

all hourly paid workers are 25 or younger. Of employed teenagers, 20 percent of them earn the 

minimum wage. 62 percent of minimum wage workers were women, and 38 percent were men in 

2013. 64 percent of minimum wage workers are part time, 47 percent of them work in the South, 

24 percent work in the Midwest, 18 percent work in the Northeast, and 12 percent work in the 

West. It is also important to note that 64 percent of minimum wage workers are in service 

occupations, with 47 percent of that being food service occupations.3 

 
3 https://www.bls.gov/opub/reports/minimum-wage/archive/minimumwageworkers_2013.pdf 
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With the current federal minimum wage of 7 dollars and 25 cents an hour, someone who 

earned that amount and worked forty hours a week would make $15,080 a year. This is above the 

poverty line, which was $11,770 in 2015, for a single person.4 

 

CHAPTER 2. LITERATURE REVIEW 

 

Challenges in Effect Measurement  

The current literature on minimum wages and unemployment show that the effects that minimum 

wages have on unemployment are generally difficult to capture. Economic principles may lead 

one to conclude that setting a minimum wage, ceteris paribus, would increase unemployment for 

those who are the worst off in society (Stigler 1946). The reason that the local economic 

activities that take place in practice are hard to capture are stochastic, but one of the most 

prominent reasons is the lack of perfect competition across markets (Manning 2016). 

It is also difficult to assess the effects of minimum wages on unemployment because of 

the way that unemployment is measured. If those who are the worst off in society are negatively 

affected by the implementation of minimum wage laws, it may be that the effect is not captured 

because they are no longer looking for a job – for whatever reason. If this is the case, they are not 

considered “unemployed.” If there are positive employment effects, the definition of 

unemployment is also important.  

Another source of difficulty in measuring the effects of minimum wage laws on 

unemployment comes from the fact that it is hard to isolate causal effects when there are so 

many variables in play that push and pull in different directions. Many studies have attempted to 

 
4 https://aspe.hhs.gov/2015-poverty-guidelines 
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get around such difficulties by focusing on specific groups of people or sectors of the economy 

and trying to evaluate effects this way. 

 

Empirical Approaches 

Attempting to measure the effects of a minimum wage on specific groups of people does not 

eliminate the difficulty in measuring the employment effects of minimum wages, but it can help 

give insight into the bigger picture. Teenagers are a group that are often the focus of study, 

because they are people who are likely to be directly affected by changes to minimum wage laws 

(Manning 2016). 

Focusing on specific sectors of the economy, rather than an age demographic, is also an 

approach taken by people who want to analyze minimum wage effects. In job sectors such as 

food service, there are likely to be many people working that earn the minimum wage. A study 

done in 2010 that focused on the Restaurant and Bar Sector suggested that minimum wages do 

not reduce unemployment, once controls are set for trends in county-level sectoral employment 

(Addison and Ozturk 2010). However, there is by no means any consensus in the literature on 

this. Some studies estimate the effect of minimum wages on employment of unskilled workers to 

be negative (Neumark and Wascher 1992), some estimate ambiguous effects (Card 1992), and 

some estimate positive effects (Katz and Krueger 1992). 

Measuring localized effects of federally implemented policies with any credibility can be 

difficult because of the amount of variables involved. Measuring the nationwide effects of 

federally implemented policies seems to be a more practical approach, but there are studies that 

have been done both ways.  
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Federal Level Focus 

In this area of the literature, much of the evidence suggests that there are adverse employment 

effects of the minimum wage. When these studies were first being done in the 1970s, the focus 

of employment effects were largely in the U.S., and the consensus was that there were negative 

effects, particularly among teens.  

More recently, studies have begun to focus on employment effects from minimum wages 

in other countries. One study that was able to observe a doubling of the minimum wage in Russia 

found that the increase in minimum wage was associated with increased youth unemployment 

and informality (Muravyev and Oshchepkov 2015). They suggest that minimum wages may be a 

problematic policy instrument for combatting poverty and inequality because it forces 

inexperienced workers to take more informal jobs and increases unemployment among the 

youth. 

The findings presented in Muravyev and Oshchepkov’s study are consistent with many 

previous studies that focused on both developed and developing countries. In 2008, Neumark 

and Wascher produced a study that had similar findings, as did Nataraj in 2014. One point to 

note here is that it is arguable how well these comparative findings may be applied to policy 

decisions in the U.S. However, there have also been many studies done using the same 

macroeconomic approach in the U.S. that have produced similar results.  

 

State Level Focus 

Most of the studies on state level effects are also focused on the U.S. in the 1990s, when states 

began setting their own minimum wages that deviated from the federally set minimum wage.  

The evidence from these studies is considered more reliable because economists were then able 
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to compare states that set higher minimum wages with states that did not. This comparison helps 

account for changes in employment that could occur for reasons other than the increase in the 

minimum wages (Neumark 2018). 

The same problem is present when conducting studies on the employment effects of 

different minimum wages in different states as when conducting similar studies on different 

countries. It may be unreasonable to assume that the results from a study of one state may be 

applied reliably to another state, but when states have many similar characteristics it becomes 

more reasonable. 

One study reviewed one hundred studies that were done on the employment effects of 

minimum wages and found that nearly two thirds of the studies found that minimum wages had 

negative effects on employment. Eight of the studies found positive employment effects. It was 

found that the studies which focused on the least-skilled workers were able to find stronger 

disemployment effects (Neumark 2018). 

 

County Level Focus 

As of 2016, many different counties in the U.S. have begun to set their own minimum wage 

ordinances that are separate from the state or federally mandated minimum wage. This is very 

good news for those of us who are interested in filling the gaps that exist within the minimum 

wage and unemployment literature. As mentioned, many previous studies that have examined 

county level effects have had to examine the local effects of laws that were not locally crafted 

and implemented. The ability to examine the local employment effects of localized laws will 

allow future studies to cut out much of the third-party variable effects that make capturing the 

true effects of minimum wage laws on unemployment so difficult. One recent study that focused 
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on 6 cities that set their own minimum wages found positive employment effects from the local 

minimum wage ordinances (Allegretto, Godoy, Nadler, and Reich 2018). 

Many recent studies have claimed to provide evidence that minimum wage laws are not 

associated with higher unemployment, but veteran minimum wage scholars caution against using 

blanket statements. “The key empirical takeaway is that the exceptions in recent work that find 

no evidence of employment effects generally come from one specific way of estimating the 

employment effects of minimum wages—focusing on geographically-proximate controls. 

Meanwhile, several other methods in the most recent research, which also confront the same 

potential limitation of prior research, find disemployment effects. At a minimum, even if one has 

somewhat different views about these alternative studies, blanket statements claiming that there 

is no evidence that raising the minimum wage costs jobs are simply untrue” (Neumark 2018). 

 

New Contributions of This Thesis 

This thesis will explore the locally set minimum wages that are higher than the ones set by state 

and/or federal agencies to assess their impacts on local unemployment levels. This thesis further 

examines the effects of local minimum wages, compared to state and federal minimum wages, on 

local unemployment rates. Examining the employment effects of broader minimum wages vs. 

locally set minimum wages may give further insight as to the effectiveness of a federal or state 

minimum wage on local unemployment rates. In recent years, cities and counties have begun 

setting their own minimum wage ordinances higher than what is mandated by state or federal 

law. This enables us to assess the impact of these minimum wages more precisely on local 

unemployment rates.  
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CHAPTER 3. DATA AND METHODS 

 

The primary goal of this study is to evaluate how wages set outside of the free market affect 

unemployment. In economic theory, the conventional wisdom is that there are negative 

employment effects on low-income earners when minimum wage ordinances are implemented in 

a free labor market. This is because when employers are forced to pay more for labor, they will 

hire less people and seek other avenues to maximize their profits. This is especially true for low-

skilled laborers who it may be more cost-effective for an employer to replace with innovative 

technology. Holding all other factors constant, forcing employers to pay employees more than 

the real worth of their production is likely to make employers choose to hire less low-skilled 

workers. However, it could be that if localities are allowed to set and enforce their own minimum 

wage laws, the effects would be less disruptive than if they are implemented at the broader state 

or federal levels. Local governments have much more insight into the socioeconomic and 

cultural conditions of their constituents and should therefore be able to make more efficient 

decisions about what minimum wage level is appropriate to implement. 

There are many factors that contribute to the unemployment rate in a given area. 

Variables have been included that would make this study biased if they were to be omitted. 

Population, crime rates, welfare recipients, population demographics, level of education, income 

statistics, poverty rates, and housing data have all been included as controls.   

 

Data  

This thesis deploys two primary data resources: the St. Louis Federal Reserve Economic 

Database (FRED) and the Area Health Resource File (AHRF) for the years 2010 through 2017. 



 9 

The FRED is an online database made up of hundreds of thousands of economic data time series. 

The FRED was used for national and state level data, as well as for the county level variables 

indicating the incidence of county level crime and the number of Supplemental Nutrition 

Assistance Program beneficiaries. The AHRF contains county level data on population 

characteristics, economics, health facilities, health care professions, hospital expenditures, and 

the environment at national, state, and county levels.  The data prior to 2010 was not available at 

AHRF, therefore, we began analyzing the impact of locally set minimum wages on local 

unemployment levels between 2010 and 2017. 

 

Sample Selection 

This thesis is focused on localized employment effects of localized minimum wages, so the 

counties that our data is focused on are those counties that have set minimum wages higher than 

the minimum wage set by state or federal governments. Counties that set minimum wages below 

the state mandated level are held to the state standard, and states that set wages below the 

federally mandated level are still held to the federal standard. This means that we only need to be 

concerned with counties that set wages higher that the state minimum wage. There are currently 

6 states in which there are counties or cities that have set a minimum wage ordinance higher than 

the minimum wage ordinance of the state. They are Arizona, California, Maine, Minnesota, New 

Mexico, and New York. Arizona, California, Minnesota, and New York based on the variety of 

both geographic location and of political climate present. 

In Arizona there is only one city, Flagstaff, that has set a minimum wage higher than that 

of the state mandated level. California has by far the most locally implemented minimum wage 

ordinances, so it is the state that most of our data was collected on. There are 29 local wage 
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ordinances in California. By city, these are: Alameda, Belmont, Berkeley, Cupertino, El Cerito, 

Emeryville, Freemont, Los Altos, Los Angeles, Malibu, Menlo Park, Milpitas, Mountain View, 

Novato, Oakland, Palo Alto, Pasadena, Petaluma, Redwood City, Richmond, San Diego, San 

Francisco, San Jose, San Leandro, San Mateo, Santa Clara, Santa Monica, Sonoma, and 

Sunnyvale. In Minnesota, county level data was collected for the cities of Minneapolis and St. 

Paul. In New York, county level data was collected for Nassau county, New York county, and 

Westchester county.  

 

Units of Analysis 

The units of analysis are counties or cities that have set a minimum wage higher than the state or 

federally set level. This thesis analyzed minimum wages that were set at the county, state, and 

federal level by year. It also analyzed the ratio of both state to federal minimum wage, and 

county to federal minimum wage by year.  

 

Key Dependent Variable   

The dependent variable is the local unemployment rate for people who were aged sixteen and up. 

The unemployment rate is defined as the share of the labor force that is jobless, as a percentage. 

The labor force is defined as the total number of employed plus the number of unemployed 

people who are still looking for work. So, the unemployment rate for those individuals who are 

aged 16 and up includes those people who are unemployed but are looking for work. 
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Key Explanatory Variables   

City Minimum Wage: The city minimum wage variable measures the minimum wage rate that 

different cities in the sample have. Only those cities that set a minimum wage rate higher than 

the state and federal minimum by the end of the sample period are included. Most of the 

observances for this variable are in the state of California, where there are 29 cities that have set 

their own minimum wage.  

State Minimum Wage: 4 states were included in this study that have set their minimum wage rate 

higher than the federal minimum wage. Arizona, California, Minnesota, and New York each had 

a higher minimum wage rate than the federal minimum by the end of the time period of this 

study.  

City to Federal Minimum Wage Ratio: This variable was created by dividing the observances of 

the federal minimum wage from the years 2010-2017 into the observances for city minimum 

wages during the same time period. It shows the quantitative relation between federal and city 

minimum wages by showing the number of times that a set city minimum wage contains the 

federal minimum wage. The coefficient on this variable shows what happens to the county 

unemployment rate as the city minimum wage climbs higher in proportion to the federal 

minimum wage.  

State to Federal Minimum Wage Ratio: This variable was created by dividing the observances of 

the federal minimum wage from the years 2010-2017 into the observances for state minimum 

wages during the same time period. It shows the quantitative relation between federal and state 

minimum wages by showing the number of times that a set state minimum wage contains the 

federal minimum wage. The coefficient on this variable shows what happens to the county 

unemployment rate as the state minimum wage climbs higher in proportion to the federal 
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minimum wage. The effect that this variable and the city to federal minimum wage variable have 

on the unemployment rate were the focus of this study.  

 

Other Explanatory Variables 

Income Per Capita: Income per capita is a measure of average income per person in a given 

area. It is calculated by dividing an areas total income by the headcount of its total population. 

For this study, the income per capita is measured at the county and state level. It was converted 

into a natural log variable to account for the skewed distribution at higher levels.  

Houses per 1,000 people: This variable was created by taking the number of houses in a county 

and dividing it by each 1000 people in the county. This was done to make the original housing 

variable more meaningful. If it is done per 1000 people, it can be expected that there is less error 

in effect measurement due to differences in housing distribution across the population.  

Crime Rate: To create this variable, a variable was taken from one of the data sources that 

counted the number of combined violent and property crime incidences in each county, and 

turned into a rate variable by dividing it by the population so that results were more readily 

interpretable. A county’s crime rate can be expected to be positively correlated with a county’s 

unemployment rate. It is likely that when there are more people who are unemployed, there will 

be more crime.  

Rate of Welfare Recipients: The Small Area Income and Poverty Estimates (SAIPE) program 

provides the U.S. Census Bureau, which was our source for this data, with annual estimates of 

income and poverty statistics for all school districts, counties, and states. SNAP benefit 

recipients are one of the data sources used in the SAIPE program. The Supplemental Nutrition 

Assistance Program (SNAP) is the name for what was formerly known as the federal Food 
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Stamp Program. This study included SNAP benefits recipients as a rate by dividing the number 

of recipients in a county by the county population. It is likely that as the rate of SNAP 

beneficiaries increases, the unemployment rate will also increase.  

Percent of Hispanic Population: The percent of the Hispanic population variable was created by 

taking the total Hispanic population for a county and dividing it by the total population over all 

in that county, then multiplying it by 100. This variable only includes non-white people of 

Hispanic descent.    

Percent of African American Population : This variable represents the percentage of a given 

population that is African American. It was created by dividing the number of African American 

people in a county by the total population of the county and multiplying that number by 100.  

Percent of Asian Population: This variable represents the percentage of a county population that 

is made up of people of primarily Asian descent. It was created by dividing the number of Asian 

people in a county by the total population in that county and multiplying that number by 100.  

Percent of Female Population: The percent of female population represents the percentage of a 

given county that is female. The original headcount of female population data was taken and 

divided by the total population in each county and then multiplied by 100 to get a percentage 

representation for the female population in each county observed.  

Percent of Senior Population: Much like the other population variables, this variable was created 

by taking a county-level headcount of people in each county who were aged 65 and up, and then 

dividing that number by the total county population. Then the fraction was multiplied by 100 to 

get a percent representation of the senior population for each county in the sample.  

Percent of College Degree Holders: This variable was created by taking a headcount of people 

who obtained 4-year college degrees in each county, dividing that number by the total county 
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population, then multiplying that fraction by 100. The percentage of college degree holders is 

expected to be negatively correlated with the county unemployment rate. 

Gini Index: The Gini index measures the distribution of income across income percentiles in a 

given population. It is a number between 0 and 1, with 1 being the condition in which inequality 

is maximized and 0 being the condition in which inequality is minimized. This measure is 

provided for each county in this study sample on the St. Louis Federal Reserve Website. 

 

Analytic Model 
 
We have estimated the following model to assess the impact of locally set minimum wages on 

local unemployment rates:  

 

Yct = αct + βWct + δXct + γct 

 

where Yct is the unemployment rate at city-c in year-t, Wct  is the minimum wage at city-c in 

year-t. Xct includes the income per capita (in log), number of houses per 1,000 individuals, crime 

rate, share of welfare recipients, race and gender distributions, share of elderly population, share 

of population with college degree and Gini Index at city-c in year-t.  γ captures the remaining 

errors. 

We estimated the same model using locally set minimum wages, state-level minimum 

wages, local-to-state and state-to-federal minimum wage ratios. We ran a panel data regression 

with random effects and fixed effects separately for each key explanatory variable. We utilized 

the Hausman specification test, which favored the models with fixed effects over random effects 

across all measures.  
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CHAPTER 4. RESULTS 

 

Descriptive Results   

Table 1 contains state unemployment rates from the years 2010 to 2017 for states which have 

counties that have set minimum wage rates higher than the state set rate, as well as the national 

unemployment rate for the same time period. The country as a whole and each state saw a 

decrease in the unemployment rate each year, except for Minnesota which saw an increase from 

2015 to 2016, then a decline.  

Table 2 displays unemployment for each state overall vs. the average unemployment 

rates of the counties within each state that have set a minimum wage ordinance higher than that 

of the state mandated rate. In most cases, the average county unemployment rate is lower than 

the broader state unemployment rate. The exception is in Arizona from 2013 to 2018, where the 

unemployment rate for Coconino county was higher than the rate for the state as a whole.  

Table 3 shows the different federal, state, and city minimum wage rates. The federal 

minimum wage is 7 dollars and 25 cents per hour for each year, but state and county rates vary. 

City rates begin to deviate from state rates in California the earliest. In 2015, The average city 

rate for cities that set the rate higher than the state rate is 9 dollars and 50 cents per hour, while 

the state set rate is 9 dollars an hour. New York was the last state to deviate from the federally 

set minimum wage. They changed the state rate to 8 dollars per hour in 2014. The average city 

minimum wage was highest in New York in 2018, at 11 dollars and 47 cents an hour.  

Table 4 shows income per capita in each of our states of observance alongside the 

national income per capita from 2010 to 2018. Arizona had the lowest income per capita each 
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year, lower than the national average. New York had the highest income per capita each year, 

and was about $24,000 dollars higher than the lowest, Arizona, in 2018. 

Figures 1 and 2 translate the information in the tables above into bar charts, for a 

different perspective on the data. Arizona is dark blue, California is orange, Minnesota is grey, 

New York is Yellow, and national statistics are light blue. 

Figures 3 and 4 show race demographics for each state of observation in the years 2010 

and 2018, respectively. White is represented by the color blue, Black by orange, Hispanic by 

grey, and Asian by yellow. Minority populations increased in each state from 2010 to 2018, but 

the percentage of the population that was White in each state decreased. The most dramatic 

decrease in the White population took place in New York. It dropped from about 66 percent to 

about 55 percent.  

 

Regression Results  

Fixed and random effects models were estimated for four different independent variables of 

interest. These four variables; City Minimum Wage; City to Federal Minimum Wage Ratio; State 

Minimum Wage; and State to Federal Minimum Wage Ratio each have a separate table below. 

Using a Hausman Test, it was determined that the fixed effects models were the correct model to 

use in each case, but the results of the random effects models are shown in a side-by-side 

comparison. Fixed effects results are in the column labeled (FE) and random effects results are in 

the column labeled (RE).  

For each table, standard errors are shown in parentheses underneath the coefficient on the 

corresponding independent variable listed. If p<0.01, three stars will be next to the coefficient. If 

p<0.05, two stars will be next to the coefficient. If p<0.1, one star will be next to the coefficient.  
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Table 5 shows the results for regressions using City Minimum Wage as the independent 

variable of interest. In both the fixed effects and random effects models, City Minimum Wage is 

highly significant and negatively associated with county unemployment rates. These models 

predict that as city minimum wage increases, the county unemployment rate decreases. If the 

minimum wage increases by 1 dollar, the fixed effects model predicts that the unemployment 

rate will fall by .34 percentage points. The random effects model predicts that a 1 dollar increase 

in the minimum wage will decrease unemployment by .33 percentage points.  

Table 6 shows results for regressions using the City to Federal Minimum Wage Ratio as 

the independent variable of interest. Both the fixed and random effects models predict that as the 

ratio between the city and federal minimum wages increase, the unemployment rate for these 

counties decreases. The fixed effects model predicts that if the city minimum wage increases by 

1 dollar, compared to the federal minimum wage, the county unemployment rate can be expected 

to decrease by 2.43 percentage points. The random effects model predicts that if the city 

minimum wage increases by 1 dollar, relative to the federal minimum wage, the county 

unemployment rate can be expected to decrease by 2.35 percentage points.  

Table 7 shows the regression results when using State Minimum Wage as the variable of 

interest. The State Minimum Wage variable is not as significant as the County Minimum Wage 

variable using the fixed effects models but is still significant at the .05 level of significance. The 

fixed effects model predicts that a 1 dollar increase in the state minimum wage is associated with 

a .35 percentage point decrease in the county unemployment rate. The random effects model 

predicts that a 1 dollar increase in the state minimum wage is associated with a .38 percentage 

point decrease in the county unemployment rate.  
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Table 8 shows regression results using the State to Federal Minimum Wage Ratio as the 

variable of interest. As in the table above, the significance of this variable has decreased 

compared to the significance of its county level counterpart in the fixed effects model but is still 

highly significant. The fixed effects model predicts that a 1 dollar increase in the state minimum 

wage, compared to the federal minimum wage, is associated with a 2.54 percentage point 

decrease in the county unemployment rate. The random effects model predicts that a 1 dollar 

increase in the state minimum wage, compared to the federal minimum wage, is associated with 

a 2.74 percentage point decrease in the county unemployment rate.  

In each model, the minimum wage variable was highly significant and was predicted to 

be associated with a decrease in the county unemployment rate as the minimum wage increased. 

A few of the other independent variables were also highly significant in each model. Houses Per 

1000 People is positively correlated with the county unemployment rate in each case, Percent of 

Female Population is positively correlated with the county unemployment rate in each case,  

and Percent of Senior Population is negatively correlated with the county unemployment rate in 

each case. Percentage of African American population was highly significant for each fixed 

effects model and was positively correlated with the county unemployment rate.  

 

CHAPTER 5.  POLICY DISCUSSION 

 

As cities have deviated and set their own minimum wage ordinances to be higher than that of the 

federal or state set minimum wage, their unemployment rates have decreased at the same time. 

From a policy standpoint, this could be used to argue that more counties and cities should take 

the liberty to implement policies that are specifically tailored to their unique communities rather 
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than applying a uniform, one-size-fits-all standard to all of the counties and cities in the U.S. For 

all of the cities in all of the states that were included in this study, every dollar that these cities 

increase their minimum wages higher than the federal minimum can be expected to be associated 

with a 2.35 percentage point decrease in the average county unemployment rate.  

The ratio of state minimum wage to federal minimum wage results are similar. Each 

dollar that individual states increase their minimum wage over the federal minimum wage has 

been associated with a 2.54 percentage point decrease in the average county unemployment rate. 

Again, here is some information that might be able to back arguments in favor of states, cities, 

and counties taking more liberty in setting their own minimum wages (and other policies) that 

are not tied to a federal standard. Allowing more of this freedom to set policy for counties, cities, 

and states can inform policy decisions for the rest of the country without as much risk as setting a 

federal standard. If the most localized governing bodies are making these policy decisions, there 

will be less damage caused if it turns out that the policy has detrimental effects. It is also true that 

when policy is set this way, the focused effects of set policies will be much easier to analyze.  

Future research should focus on observing the effects that many of the new minimum 

wage ordinances set by county have over more years. Many of these counties began to set their 

minimum wages higher than the state rate in the last year or two of the sample time period. 

Observing the unemployment rates in these cities over the coming years will give a much clearer 

picture of the true employment effects.  

Another improvement that could be made concerns the stratification of city and county 

level data. The unemployment rate is measured at the county level, while the wage ordinance is 

set at the city level. Future research should aim to find city level unemployment measurements. 

This way, more of the true effects of city level wage ordinances will be able to be seen. 
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Future research should also use a more focused approach. Instead of aggregating all of these 

counties together, they should be observed separately over time. Sectors of the workforce that are 

more affected by minimum wage ordinances should also be emphasized.  

 

Study Limitations 

The results of this study should not be used to say that there is any causation between higher 

minimum wages and lower county unemployment, even within the sample. There is correlation 

between the two in this case, but the true employment effects of minimum wages remain difficult 

to detect because of the vast amount of variables involved. The unemployment rate across the 

country was trending downward each year during the years in the sample time period, and many 

of the cities and counties observed did not begin to set their own minimum wages until the final 

year or two of the sample time period.  

The method of unemployment measurement can also be considered a limitation of this 

study. Economic intuition tells us that the people who are hurt most by a minimum wage 

ordinance will be the lowest skilled workers. Many of these people are not counted in the 

unemployment rate measurement because they have given up looking for work. To be counted in 

the unemployment rate measurement, a worker has to be looking for work. 

 

CHAPTER 6. CONCLUSION 

 

In the observed cities, counties, and states, there is a highly significant correlation between city 

and state set minimum wages and the county level unemployment rate. As the city or state to 

federal minimum wage ratio increases, the county unemployment rate is observed to decrease. 
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On average, for each dollar that a city increased its minimum wage over that of the federally set 

level, the unemployment rate could be expected to decrease by 2.35 percentage points. For each 

dollar that a state increased its minimum wage over that of the federally set wage, the county 

unemployment rate could be expected to decrease by 2.54 percentage points. This has significant 

implications for cities that are looking into setting their own minimum wage ordinances, and for 

policymakers in general. Here is evidence that suggests policymakers may need to put more 

weight on local demographic and economic indicators when setting a generalized state and/or 

federal level minimum wage. 
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TABLES AND FIGURES 
 
Table 1. Unemployment Rate: State vs. National  

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Year 

Arizona 
Unemployment 

Rate  

California 
Unemployment 

Rate  

Minnesota 
Unemployment 

Rate  

New York 
Unemployment 

Rate  

National 
Unemployment 

Rate  
2010 % 10.4 % 12.2 % 7.4 % 8.6 % 9.6 
2011 9.5 11.7 6.5 8.3 8.9 
2012 8.3 10.4 5.6 8.5 8.2 
2013 7.7 8.9 5 7.7 7.4 
2014 6.8 7.5 4.2 6.3 6.2 
2015 6.1 6.2 3.7 5.3 5.3 
2016 5.4 5.5 3.9 4.9 4.9 
2017 4.9 4.8 3.4 4.7 4.4 

Source:  St. Louis Federal Reserve Economic Database (FRED) 
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Table 2. Unemployment Rate: State vs. County 
 

  Arizona  California   Minnesota   New York  
Year State  County State County State County State County 
2010 % 10.4 % 9.7 % 12.2 % 10.8 % 7.4 % 7.2 % 8.6 % 7.5 
2011 9.5 9.2 11.7 9.9 6.5 6.3 8.3 7.0 
2012 8.3 8.1 10.4 8.6 5.6 5.6 8.5 7.3 
2013 7.7 8.1 8.9 7.1 5 4.9 7.7 6.5 
2014 6.8 7.2 7.5 5.7 4.2 3.8 6.3 5.3 
2015 6.1 6.6 6.2 4.6 3.7 3.4 5.3 4.6 
2016 5.4 5.9 5.5 4 3.9 3.5 4.9 4.2 
2017 4.9 5.6 4.8 3.5 3.4 3.1 4.7 4.2 

Source: St. Louis Federal Reserve Economic Database (FRED)  
Note: County values reflect average rates for each county in the listed state that currently has a minimum wage higher 
than the state set rate. 
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Table 3. Minimum Wage Rates: Federal, State, and City  
 

 All Arizona California Minnesota New York 
Year Federal State City State City State City State City 
2010 $ 7.25 $ 7.25 $ 7.25 $ 8.00 $ 8.00 $ 6.16 $ 6.16 $ 7.25 $ 7.25 
2011 7.25 7.35 7.35 8.00 8.00 6.16 6.16 7.25 7.25 
2012 7.25 7.65 7.65 8.00 8.00 6.16 6.16 7.25 7.25 
2013 7.25 7.80 7.80 8.00 8.00 6.15 6.15 7.25 7.25 
2014 7.25 7.90 7.90 9.00 9.00 8.00 8.00 8.00 8.00 
2015 7.25 8.05 8.05 9.00 9.50 9.00 9.00 8.75 8.75 
2016 7.25 8.05 8.05 10.00 10.79 9.50 9.50 9.00 9.00 
2017 7.25 10.00 10.00 10.50 11.83 9.50 9.50 9.70 10.23 
Source: St. Louis Federal Reserve Economic Database (FRED) 
Note: County values reflect average minimum wages for each county in the listed state that currently has a minimum 
wage higher than the state set rate.  

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 25 

Table 4. Income Per Capita: National vs. State  
 

Year  

Arizona 
Income Per 

Capita  

California 
Income Per 

Capita  

Minnesota 
Income Per 

Capita 

New York 
Income Per 

Capita  

National 
Income Per 

Capita  

2010 $ 33,635 $ 43,634 $ 42,606 $ 48,972 $ 40,517 

2011 34,968 46,170 45,353 51,498 42,712 

2012 36,123 48,798 47,860 53,982 44,587 

2013 36,602 49,277 47,941 54,491 44,826 

2014 38,226 52,324 50,254 56,743 47,049 

2015 39,676 55,758 52,315 59,141 48,977 

2016 40,671 57,739 53,209 61,226 49,881 

2017 42,505 60,156 54,919 65,644 51,898 

Source: St. Louis Federal Reserve Economic Database (FRED) 
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Table 5. City Minimum Wage Results 
Control Variables                       (FE) (RE)  
    
    
City Minimum Wage  -0.336*** (-0.087) -0.324*** (-0.084)  
 
Log of Income Per Capita  2.206 (-2.863) -0.238 (-2.444)  
 
Houses Per 10000 People  0.058*** (-0.018) 0.024** (-0.011)  
 
Crime Rate  1.07 (-1.141) 0.154 (-0.297)  
 
Rate of Welfare Recipients  -0.003 (-0.014) -0.021 (-0.018)  
 
Percent of Hispanic Population 0.018 (-0.027) 0.086*** (-0.022)  
 
Percent of African American Population 0.640*** (-0.171) -0.029 (-0.064)  
 
Percent of Asian Population 0.009 (-0.158) 0.01 (-0.032)  
 
Percent of Female Population 0.882*** (-0.127) 0.970*** (-0.117)  
 
Percent of Senior Population -1.050*** (-0.154) -0.618*** (-0.139)  
 
Percent of College Degree Holders  0.183 (-0.138) 0.041 (-0.086)  
 
Gini Index 

 
-0.217 (-0.154) 

 
-0.244** (-0.100)  

 
Constant -80.045** (-34.669) -38.352 (-28.502)  
    
Observations 120 120  
    
R-squared 0.944 0.915  

 
Source: St. Louis Federal Reserve Economic Database (FRED) and the Area Health Resource File (AHRF).  
Standard errors in parentheses, *** : p<.01, ** : p<.05, * : p<.1 
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Table 6. City to Federal Minimum Wage Ratio Results  
Control Variables             (FE) (RE)  

    
City to Federal Minimum Wage Ratio -2.434*** (-0.633) -2.351*** (-0.606)  
 
Log of Income Per Capita  2.206 (-2.863) -0.238 (-2.444)  
 
Houses Per 10000 People  0.058*** (-0.018) 0.024** (-0.011)  
 
Crime Rate  1.07 (-1.141) 0.154 (-0.297)  
 
Rate of Welfare Recipients  -0.003 (-0.014) -0.021 (-0.018)  
 
Percent of Hispanic Population 0.018 (-0.027) 0.086*** (-0.022)  
 
Percent of African American Population 0.640*** (-0.171) -0.029 (-0.064)  
 
Percent of Asian Population 0.009 (-0.158) 0.010 (-0.032)  
 
Percent of Female Population 

 
0.882*** (-0.127) 

 
0.970*** (-0.117)  

 
Percent of Senior Population -1.050*** (-0.154) -0.618*** (-0.139)  
 
Percent of College Degree Holders  0.183 (-0.138) 0.041 (-0.086)  
 
Gini Index -0.217 (-0.154) -0.244** (-0.100)  
 
Constant -80.045** (-34.669) -38.352 (-28.502)  
    
Observations 120 120  
    
R-squared 0.944 0.915  

 
Source: St. Louis Federal Reserve Economic Database (FRED) and the Area Health Resource File (AHRF) 
Standard errors in parentheses, *** : p<.01, ** : p<.05, * : p<.1 
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Table 7. State Minimum Wage Results  
Control Variables  (FE) (RE)  

    
State Minimum Wage  -0.351** (-0.143) -0.378*** (-0.122)  
 
Log of Income Per Capita  -0.898 (-2.835) -1.693 (-2.455)  
 
Houses Per 10000 People  0.056*** (-0.019) 0.022* (-0.012)  
 
Crime Rate  1.336 (-1.196) 0.254 (-0.296)  
 
Rate of Welfare Recipients  -0.002 (-0.014) -0.02 (-0.018)  
 
Percent of Hispanic Population 0.015 (-0.028) 0.094*** (-0.023)  
 
Percent of African American Population 0.683*** (-0.187) -0.026 (-0.064)  
 
Percent of Asian Population -0.007 (-0.165) 0.009 (-0.032)  
 
Percent of Female Population 0.793*** (-0.132) 0.964*** (-0.124)  
 
Percent of Senior Population -0.872*** (-0.168) -0.529*** (-0.15)  
 
Percent of College Degree Holders  0.202 (-0.156) 0.079 (-0.087)  
 
Gini Index -0.183 (-0.16) -0.244** (-0.102)  
 
Constant -44.299 (-34.006) -23.911 (-29.054)  
    
Observations 120 120  
    
R-squared 0.939 0.906  

 
Source: St. Louis Federal Reserve Economic Database (FRED) and the Area Health Resource File (AHRF) 
Standard errors in parentheses, *** : p<.01, ** : p<.05, * : p<.1 
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Table 8. State to Federal Minimum Wage Ratio Results  
Control Variables  (FE) (RE)  

    
State to Federal Minimum Wage Ratio -2.544** (-1.036) -2.741*** (-0.887)  
 
Log of Income Per Capita  -0.898 (-2.835) -1.693 (-2.455)  
 
Houses Per 10000 People  0.056*** (-0.019) 0.022* (-0.012)  
 
Crime Rate  1.336 (-1.196) 0.254 (-0.296)  
 
Rate of Welfare Recipients  -0.002 (-0.014) -0.02 (-0.018)  
 
Percent of Hispanic Population 0.015 (-0.028) 0.094*** (-0.023)  
 
Percent of African American Population 0.683*** (-0.187) -0.026 (-0.064)  
 
Percent of Asian Population -0.007 (-0.165) 0.009 (-0.032)  
 
Percent of Female Population 

 
0.793*** (-0.132) 

 
0.964***(-0.124)  

 
Percent of Senior Population -0.872*** (-0.168) -0.529*** (-0.15)  
 
Percent of College Degree Holders  0.202 (-0.156) 0.079 (-0.087)  
 
Gini Index 

 
-0.183 (-0.16) 

 
-0.244** (-0.102)  

 
Constant 

 
-44.299 (-34.006) 

 
-23.911 (-29.054)  

    
Observations 120 120  
R-squared 0.939 0.906  

 
Source: St. Louis Federal Reserve Economic Database (FRED) and the Area Health Resource File (AHRF) 
Standard errors in parentheses, *** : p<.01, ** : p<.05, * : p<.1 
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Figure 1 State and Federal Unemployment Rates 

Sources: St. Louis Federal Reserve Economic Database (FRED) 
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Figure 2 State and Federal Income Per Capita 

Sources: St. Louis Federal Reserve Economic Database (FRED) 
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Figure 3 Race Distribution (Year = 2010) 

Sources: https://www.census.gov 
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Figure 4 Race Distribution (Year = 2018) 

Sources: https://www.census.gov 
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